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Estimate of the Effects of a ¥ree World
Embarge on Exports to Cubs

The economic impuct of a Free World emburge on exports to Cuba
will depend upon (1) the extent to which Cubs may be sble to import
indirectly through the Bloc, and (2) the significance of imports from
the Free World to the Cubun economy. It is assumed in this paper that
direct Free World exports to Cuba can bhe completely shut off. In
practice, however, the problems of policing and enforcement are of such
Herculean proportions that some Western exporitation will undoubtedly
continue.

Jlthough Cubi could be cut off from direct access to Western
exporis, the possibility of indirect trade thwrough the Bloc remains.

If the embargo is not accompanied by a boycott on Cubun goods, Cuba
will continue to esrn convertible cwrrency for exports to the Free
dorld. These earnings could then be utiligzed by other Bloe countries,
acting as an agent for Cubs, to acguire goods for re-export to Cuba.
fven if & boycvott were imposed upon Cuban goods, one would have to
assume that indirect irade would merely be expinded to include Cuban
exports @s well as imports. The removal of Cuban sugar from the Free
World market would drive prices to very high levels. Under these
conditions, the Bloe would find it both easy and profitable to re-export
Cubun sugar ond thus to earn the exchonge needed to purchase and re-

export the Western goods which Cubg needs.
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The economic effect of this indirect trade would largely take the
form of an adverse shift 1n Cuba's terms of trade, export earnings
would be reduced, and the cost of iu@crts would be increased becouse
of the imterjection of s Hloe middleman for both types of transaction.
Because the cost of Free World imports would be higher under conditions
of an embsrge, Cuba would probably turn to the Bloc for meny items now
imported from the Pree World. The shift of Cuban trade either to the
Bloc or to an indirect basls would be made easier becmuse of the fact
thet the Bloc slready aceounts for more than 80 percent of Cuba's total
trade.

The importance to the Cubsn economy of imports fram the Free World
has declined steadily during the past two years. By the end of 1962, the
Free World share of Cuba's imports wes probably not much more than 10
percent of the total velue of all imporis. For 1962 as a whole, the
Free World share wes about 15 percent since the rate of imports from
these countries declined steadily throughout the year. In 1961, the
Free World accounted for over 25 percent of the value of &ll imports and
in 1960 for nearly 80 percent. The evidence indicates that Cuban irports
from the Free World will remein at the low levels of late 1962 for et
least the first few months of 1963.

The role in the Cuban economy of imports from the Free World is
twofold. PFirst, these imports provide Cube with commodities which the
Bloc is eitber unable to produce or which it could supply only with
difficulty. ©BSecond, imports from the Free World assure Cubs greater

continuity of supply than would be the case 1f it were necessery to
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rely on Bloc supply alone. Many items imported from the West are
wvallable from the Eloc but not necessarily in the amounts needed or
#t the {ime needed., Cubu's ability to turn to » non-Bloc supplier
when necessary huas thus contributed to the smoother functioning of the
Cuban economy.

Free World coumtries supply Cubs with & conelderable range of
comodities. The capital goode exports to Cuba include everything from

small items such as beurings and hond tools to large industrial components

sueh as electrical generating unite and & few complete inf@ustrial plaats.

Ruw materials importe from the Free World are equally diverse and

- include goods utiliged by the puper, rayon, rubber, soap and detergent,

paint and laequer, petroleum, fertilizer, and iron and steel industries.

Sope foods are also imported slong with a few other consumer goods,
primarily pharmaceutieals.

The most criticel items from the Free World are spare parts for US
and West European machinery and equipment. In most cases, precise
duplicates of 'thes‘e destern-origin parts are not aveilable within the
Bloc as off-the-shelf items. The Bloc could undertuke to provide Cubu
jndirectly with such psrts, _hmver, by scquiring them in the West.
Alternatively, the Bloe could elther duplicate the parts through custom
fsbricetion or bypass the problem by providing complete new units of
machinery 4nd eguipment instead of parts. Thus, Cubs would probably
be wble, in one way or snother, to circumvent or at lesst mitigate the
spare parts problem. Resort to such expedients, however, clearly would
increase the cost -- 1n terms both of lost time and money -~ of

mmintaining Cubs's present industrisl plsnt and transport‘equimen;t.
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In the case of items otber than spare parts, the Bloc can asupply
most of them or at least supply useable substitutes. Here sguin the
impact of an embargo would teke the forwm of increased coste of ope kind
or another. Time would be lost as adaptetion is mede to meterisls thut
were not perfect substitubtes for those fram the Free ¥World. larger raw
materials inventories would be necessary to ewpensate ‘or irregul-r

nd wieert ‘o gupnly Trom the Bloe  In some eages, speci:-lized materials
or equipment may need to be acqguired indirectly fram & Free World supplier
through the Bloe with a eorresponding increase in money cost.

Thus it appeurs that & boycott will not deny Cuba zccess to the
imports that its economy regquires. It would plses new burdens on the
economy , however, in the form of additicusl money cosfs, lest time, and
4 genersl increase in overall production problems. Sueh en sdded burden
wouid perhaps be encugh to retard to some degree the economic improvement

which might otherwise be possible during 1963.
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MEMORANDUM FOR: Mr. Geordon Chase
The White House

This i: not a {ormal Ageacy estimate, but

it was preparsd by our ecomomic experts

and its judgments sre concisteni wi
in the draft NIE 85-63, "Possible tope
ments With Respect 90 Cuba, " n in prepara-

tion, Additionally, it does mot discuss the
peolitical problem of the likelibood of estab-
lishing & Fres World enmbargo on Cuba.
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